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Reviews
Writings in Accounting

Dr. Carole Cheatham, CPA
Mississippi State University
Mississippi State, Mississippi

"HUMAN RESOURCE ACCOUNT
ING: PAST, PRESENT, AND FU
TURE," Edwin Caplan and Stephen
Landekich, NATIONAL ASSOCIA
TION OF ACCOUNTANTS, New
York, 1974,156 pages, $10.95 (paper
back).
The authors attempt to answer three ques
tions about Human Resource Accounting:
1. What is Human Resource Ac
counting?

2. How do we measure the value of
human resources?
3. Why do we need Human Re
source Accounting?
In answering the first question, the
authors have attempted to define Human
Resource Accounting (HRA) and to relate
it to conventional accounting. The major
assumptions that support the definition
and recording of human resources as an
asset are: (1) Human resources provide
future benefits to an organization that
contribute to the accomplishment of the
organization's goals; (2) It is theoretically
possible to identify and measure human
resource costs and benefits within an or
ganization; and (3) Information with re
spect to human resource costs and ben
efits should be useful in the processes of
planning, controlling, evaluating, and
predicting organizational performance.
The emphasis in the first section of the
book was on the third assumption. Use of
HRA is, according to the authors, neces
sary for many effective managerial deci
24 / The Woman CPA

sions, such as capital budgeting, produc sources. Several ways to implement this
tion scheduling, and performance evalua measure are presented: (1) replacement
tion of supervisors. Current accounting cost, (2) opportunity cost as determined
systems do not reflect the increase or by a bidding system within the firm, (3)
decrease in the human resource invest unpurchased goodwill (the assumption is
ment caused by managerial decisions. The that all earnings in excess of a normal rate
first section also includes a discussion of of return are caused by the intangible
related theories and writings in econom asset, human resources), and (4) adjusted
ics, management, and the behavioral sci present value of the employee's benefit
stream.
ences.
Examples are given for each of the
The second question addressed by the
authors deals with the measurement as measurement methods. In addition, two
pect of HRA. One method developed by actual case studies are presented illustrat
Rensis Likert measures the "relationship ing the implementation of HRA.
In this reviewer's opinion, this book
of the human organizational variables and
the relationship of the variables to perfor should be read by any interested manager
mance data". The relationships are then as the first step in the implementation of
quantified and changes in the variables are HRA. The authors have included enough
used as a measure of the change in the background material and alternatives
value of the firm's human resources. A available in HRA to enable a firm to decide
review of management philosophy is in whether or not it wants to consider a
program of HRA. At that point, more
cluded in the discussion of this technique.
A second approach to the measurement rigorous research would have to be con
of human resources is the "standard" ducted.
approach to recording assets, i.e.,
capitalizing the costs expended in training Mary Golden, CPA
employees. There are four tests that must Auburn University at Montgomery
be met before costs should be capitalized.
According to the authors the tests are: (1)
Is the cost of material size? (2) Is the A HISTORY OF ACCOUNTING
cost-benefit relationship indicative of an THOUGHT, Michael Chatfield, The
investment (future benefit) process? (3) Is Dryden Press, Hinsdale, Illinois,
capitalization feasible and functional? (4) 1974, 314 pages, $11.95 (cloth-cover).
Is the net effect of material size? The first
three tests are answered positively in the The author has drawn the basic elements
first section of the book dealing with the of accounting history together to show
definition of HRA. The fourth test is also their relevance to current accounting is
met due to the increasing skills and educa sues, and to give the reader a general
tion of employees and due to the increas perspective on the development of ac
ing size of most companies. The increase counting thought. The book is a history of
in the asset will be greater than the usage ideas with the emphasis on when modem
accounting technique and theory began to
or write-off.
The third approach is value measure emerge rather than on the development of
ment of the investment in human re double-entry bookkeeping.

Part I comprises a roughly chronological
history of bookkeeping from Babylonian
times to the present. Accounting began
with business records made on clay tab
lets. Bookkeeping during the Middle Ages
evolved in several distinct directions;
however, the development in Northern
Italy of venture partnerships and overseas
trading led to the development of the
double-entry system used today. With the
discovery of America and the opening of
sea routes to China and India, the British
began to form partnerships. Some
partners insisted on limited liability and
other corporate features which evolved
into the corporation. With the advent of
the corporation, the year became the basis
for segmenting reporting periods and the
dividing line between current and long
term balance sheet items. Each accounting
era is seen largely as the story of the eco
nomically dominant nation of the time.
During the Renaissance this was nearly
always Italy; from the seventeenth
through the nineteenth centuries it was
usually England; and in the twentieth cen
tury it is most often the United States.
Part II describes the rationalization of
accounting development subsequent to
the Industrial Revolution; i.e., scientific
management, systematic costing, audit
ing, budgetary control, modem taxation,
and the rise of the accounting profession.
The effects of industrialization upon ac
counting can be seen as a series of
additions to the older framework of
double-entry bookkeeping. Asset valua
tion, income determination, and reporting
to absentee owners became important and
were to some extent systematized. The
concepts of continuity, periodicity, and
accrual became practical necessities for
large manufacturers. Among the new de
velopments and rediscoveries discussed
are systematic cost accounting and the
nonverbal audit.
Part III is a "history of theory," which
traces and analyzes the evolution of ac
counting principles. Accounting has al
ways been based on a structure of ideas
despite its pragmatic origins and de
velopments. Experience may provide the
initial impetus for theory and the final test
of conceptual validity, but experience is
itself an interpretation involving the
analysis of facts in terms of standards;
thus, according to the author, all account
ing rules have a logical foundation.
The book presents accounting history in
such a way that it could be used as a text
for a history or theory course (with
additional readings), or as a concise read
ing for non-classroom work. The em
phasis of the book is on the method of
accounting theory development in rela

tion to the evolution of economic condi
tions. Since economic events are pre
sumed to repeat themselves, the reader
should be aware of previously proposed
solutions to accounting problems. The au
thor correlates modern theory with histor
ical developments up to the creation of the
Financial Accounting Standards Board.
Even though the book is well written,
sometimes construction seems choppy
apparently because the author has tried to
condense a multitude of accounting de
velopments into a 300-page book.
Dr. Bobbie Harper Hopkins
Mississippi State University

to observe business-like accounting pro
cedures, many of which have been formu
lated by government agencies. Since the
$812-billion "true" deficit, which AA lik
ens to a negative stockholders' equity,
represents the amount of future taxes
required to pay present liabilities, the
stockholders (taxpayers) might reason
ably expect a more accurate and thorough
disclosure by government of its present
financial condition.
James W. Whitt, Jr.
Graduate Student
Mississippi State University

"THE EFFECTS ON INVESTMENT
"IF THE U.S. KEPT BOOKS THE ANALYSIS OF ALTERNATIVE RE
WAY A BUSINESS DOES," BUSI PORTING PROCEDURES FOR DI
NESS WEEK, No. 2400, September VERSIFIED FIRMS," Richard F.
Ortman, ACCOUNTING REVIEW,
29, 1975.
Vol. L, No. 2, April 1975.
For almost 200 years, the United States has
been developing and strengthening the
Constitutional checks and balances with
an incorporation of the concept of accoun
tability into this structure. "A missing link
is a unified and comprehensive report of
the financial results of the government's
operations." Thus concludes a report by
Arthur Andersen and Company (AA).
The firm notes that although both Hoover
Commissions recommended accrual ac
counting, and a law was actually passed in
1956 to require use of this method by most
government agencies, the directives have
been largely ignored. Therefore, working
with fiscal 1973 and 1974 figures, Arthur
Andersen has taken the financial affairs of
the United States government and pre
sented them in the same form that is used
by most of the nation's corporations. The
results are astounding. An illustrative
consolidated balance sheet shows assets
of $329-billion and liabilities of $1.1trillion.
AA contends that preparation of gov
ernment financial statements on an ac
crual basis (government reports are cur
rently prepared on a cash basis) is highly
important because it not only enables the
public to see how much government is
receiving and disbursing during the year
but also gives an indication of the liabilities
for which government has committed it
self that may not be funded out of current
revenues. AA concludes that measure
ment of the government's fiscal affairs
through accrual accounting can provide a
valuable tool in financial management,
not only for the federal but also for state
and local governments.
It is the opinion of this reviewer that
perhaps government should be compelled

This is an article presenting the results of a
field experiment to determine the effects
on investment analysis of the presence of
segmental data in financial statements of
diversified firms.
A sample was taken of Chartered Finan
cial Analysts and analysts who designated
themselves as specialists in evaluating
diversified firms. The computer and auto
parts industries were chosen to survey in
order that one fast-growing profitable in
dustry and one stagnant low profit indus
try could be included. The analysts were
divided in half with one half receiving
only statements with segmented data and
the other half only statements without
segmented data for each of the two com
panies.
It was hypothesized that the investment
analysis of diversified firms based on fi
nancial statements with accompanying
segmented data would not be significantly
different from the analysis of the financial
statements of the same companies with
out accompanying segmented data. The
results showed that with the segmented
data the value of each firm's stock was
correctly related to the present value of its
expected returns reflected by industry
average price/eamings ratios. Without
segmented data, 81% of a control group
incorrectly valued the firm's stock.
This reviewer concludes, along with the
author, that the results of this study
strongly suggest that diversified firms
should include segmental data to give
clearer pictures of financial positions.

Jerlene Elaine Heard
Graduate Student
Mississippi State University
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“INDEXING: AN APPROACH TO
FAIR TAXATION?" James R. Has
selback, BUSINESS & ECONOMIC
DIMENSIONS, Vol. 11, No. 3, MayJune 1975.

actual amount of taxes paid than a de
crease in the purchasing power of their
income dollars. Indexing may be a cure,
but change is often a difficult medicine to
swallow.

The author analyzes the effect inflation
has on taxes. Indexing is discussed as an
approach to adjust the tax rate to the infla
tion rate.
At present, inflation is helping the gov
ernment to raise nominal tax rates by lift
ing taxpayers into higher income tax brac
kets. With a progressive tax rate an in
crease in income results in a higher rate of
taxes. As inflation decreases the purchas
ing power of the dollar, the individual
taxpayer will try to increase his or her in
come in order to retain the same level of
real earnings. This increase in income puts
the individual into a higher income tax
bracket.
A progressive income tax can be called
an automatic stabilizer because it slows
fluctuations in the national income. The
major argument against indexing personal
income tax rates to adjust for inflation is
that such indexing might damage the mac
roeconomic stabilizing qualities of the
progressive tax system. According to the
author there are three basic reasons why
this argument can be declared inaccurate.
First, an indexing system does not have to
cause an immediate adjustment of tax
rates. Second, the effect of price changes
on the revenue yield of the tax system
could possibly be stabilizing. Third, gov
ernment expenditures are assumed to be
independent of inflation-directed changes
in tax revenues.
Two possible methods of adjusting for
inflation into the tax system are analyzed
by the author. One method would be to
express all factors of the tax system in ab
solute dollars including exemptions, tax
credits, the standard deduction, and the
boundaries of the income tax brackets.
The other method of adjustment would
have taxpayers dividing their total income
figures by the inflation adjustment factor.
Hasselback concludes that inflation is
an awkward way of raising tax revenues.
The present tax system does not acknowl
edge inflation in adjusting tax rates which
makes it obsolete as far as reflecting eco
nomic reality is concerned. Indexing in
some form may be the answer to adjusting
the tax rates to inflation.
Hasselback brings to view an interesting
topic in this age of inflation. Although the
present tax system does not reflect infla
tion, in this reviewer's opinion, it may be
the only system of raising tax revenues the
American public will accept. People are
more likely to realize an increase in the

Charles D. Easley, Jr.
Graduate Student
Mississippi State University
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"NEW INSIGHT INTO CHANGES
IN EARNINGS PER SHARE,"
Robert A. Lansen and Joseph E.
Murphy, Jr., FINANCIAL ANA
LYSTS JOURNAL, Vol. 31, No. 2,
March-April 1975.
There is probably little or no argument
that the primary purpose of the analysis of
common stock is to select those stocks that
will record the greatest gain in price. Price
changes, most will agree, are positively
and significantly related to earnings
changes. Analysts will seek those com
panies that will have the highest earnings,
as well as those whose future earnings
performance will increase significantly
from the past. It all sounds simple
enough, but as the authors point out, “the
problem in identifying these companies
arises in the inability of analysts to accu
rately forecast changes in earnings."
Because little is known of the "key fac
tors" affecting changes in earnings per
share, the authors present in their article a
report on the results of an investigation of
a few of these factors. Specifically, the
study involved an investigation of
changes in earnings per share and
changes in the three factors, equity capital
per share, profit margins, and capital
turnover. For reference, the authors of
fered the following relationship:
Earnings Capital
Earnings
Sales
------------ =---------- x------------ x ----------Share
Share
Sales
Capital

The study involved data from 631 com
panies compiled over a 15-year period
(1956-1970). The companies were further
classified into 102 industries. The study
first compared changes in the variables
during the 15-year period for all the com
panies and then compared them by indi
vidual industries. The aggregate and in
dustry change patterns were similar, but a
precise relationship of the factors was not
apparent in the study results.
The study found a clearer relationship
between changes in earnings per share
and changes in the three variables, accord
ing to the authors, after computing coeffi

cients of correlation. The authors also
found that a change in profit margin was
the most important factor, followed by
changes in equity capital. Changes in capi
tal turnover, however, showed only slight
relation to changes in earnings.
The authors employed six tables of in
dustry data in their comparison of changes
in earnings per share with changes in the
variables as a group and individually. Two
other tables also aided in a discussion of
"whether earnings per share might be re
lated to the variability of earnings
growth." Their figures suggest that the
variability or “volatility" of growth in
earnings has “no generally consistent
bearing on earnings growth."
This article seemed significant to this
reviewer in that it provided some insight,
as its title suggests, into the prediction of
changes in earnings per share and con
comitantly changes in price per share.
Among the three variables studied,
changes in profit margin were shown by
the authors to account for over half the
observed variability in earnings per share,
while changes in equity capital accounted
for about one quarter. As noted, changes
in capital turnover showed no significant
relationship. Although the study results
tended to show profit margin as the key
factor, the authors point out an interesting
trend. The average annual earnings per
share increased for the companies in the
fifteen year study, but profit margins de
clined. Offsetting its decline was equity
capital per share which rose consistently
more than earnings per share.
Russell A. Brown
Graduate Student
Mississippi State University

